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Since late 1995, the Bolivian government has transferred control of two additional state enterprises
to the private sector, bringing President Gonzalo Sanchez de Lozada's administration one step
closer to completing its innovative privatization program. The two latest companies to be sold off to
private investors under the scheme were the government airline Lloyd Aereo Boliviano (LAB) and
the state-run railroad Empresa Nacional de Ferrocarriles (ENFE), which were bought by Brazilian
and Chilean firms. Earlier last year, the government sold off the state electricity company ENDE
to three US companies and the telephone company Empresa Nacional de Telecomunicaciones
(ENTEL) to Italy's telecommunications giant Stet International (see NotiSur, 07/13/95 and 10/05/95).
In addition to those four companies, the government is in the process of selling off the state
smelting company (Empresa de Fundiciones, ENEF) and its affiliate Empresa Metalurgica Vinto
(EMV), as well as the state oil company Yacimientos Petroliferos Fiscales Bolivianos (YPFB). Under
the privatization program known as the "state capitalization plan" (Plan de Capitalizacion) the
government is attempting to attract fresh capital to the six largest state monopolies by selling off
a 50% share to private investors. In addition to the 50% ownership of the company, the private
investors are also given control over management of the companies. The remaining 50% of shares
will be distributed to the Bolivian people through the establishment of deferred-distribution
accounts, to be managed by private pension funds.
Bolivia's privatization scheme is different from others in Latin America because the funds obtained
from the sale to private investors will not be transferred to the federal treasury, but rather will be
used to increase each company's capital and provide new liquidity for expansion. As has been the
case in the privatization of all six government properties, however, the sell-off of LAB and ENFE
were met with considerable resistance from labor unions, which forced many potential foreign
investors to withdraw their bids.
In the case of LAB, whose privatization was completed in late October, six foreign companies
initially expressed interest in the bidding, but in the end, the only company to submit a formal bid
was Brazil's Vicao Aerea Sao Paulo (VASP). Representatives of five other airlines including Brazil's
Varig and Chile's LAN-Landeco said they withdrew from the bidding because of the threat of a 24hour strike by LAB employees and other opposition to the privatization. Despite the lack of strong
competition in the final bidding, Bolivian officials said the US$47.4 million offered by VASP was
more than acceptable because the amount was twice as high as LAB's book value.
However, airline union leader Jose Gutierrez disputed this contention, suggesting that the
government should have reopened the bidding process rather than accept VASP's bid. The union
said the government could have sold the airline for as much as US$70 million. Under terms of the
privatization, in addition to gaining control over 50% of LAB, VASP was awarded full managerial
responsibilities for the airline and a seven-year monopoly for LAB's fourteen international routes.
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The money paid by VASP was to be used for purchase of US$31 million in equipment. As one of
its first moves, the new management of LAB added more flights to service the routes that connect
La Paz with Lima and Quito. The successful privatization of LAB in October was followed by the
sell-off of ENFE to the Chilean company Cruz Blanca (Cruzat) for a total of US$39.1 million. Cruzat
actually acquired two separate companies, paying US$25.9 million for the western routes and US
$13.2 million for the eastern or Andean routes. The amount Cruzat paid for the western routes was
close to the book value for that operation, but the US$13.2 million paid for the Andean routes was
about US$15 million below book value.
According to observers, the Sanchez de Lozada administration agreed to accept Cruzat's relatively
low bid in order to unload the railroad, which had incurred a staggering debt of US$97 million. As
was the case in the privatization of LAB, the sale of ENFE was characterized by a lack of competition.
Cruzat's only serious competitor, the Chilean-British consortium Antofagasta Holdings, was
disqualified because of irregularities in its bid. A total of seven companies had initially expressed
interest in bidding for the railroad, but most withdrew because of strong opposition from the
railroad-workers union. The companies that withdrew from the bidding included US-based Rail
Tex Service Company, CSX-American Commercial Lines, Bolivian Rail Investors, and Britain's Rail
Road Development. The total of US$39.1 million that Cruzat paid for ENFE was expected to go for
purchase of new locomotives and rail cars to replace existing equipment, which was said to be in
fair-to-poor condition. The purchase of ENFE appears to be only one step in Cruzat's plan to create a
regional railroad.
According to the Santiago daily business newspaper Estrategia, Cruzat is considering the possibility
of developing a direct connection between the western rail lines in Bolivia and an east-west line
in Brazil. The newspaper said Cruzat was planning to submit a bid for the Brazilian line, which
connects the city of Corumbo located near the Brazil-Bolivia border to Baruf in Sao Paulo state.
Meantime, Cruzat, which assumed ENFE's high debt, was expected to pass on some of the operating
costs to customers. Indeed, one of the first decisions made by ENFE's new management was to raise
rates for certain routes by 150%. The increase in fees drew immediate protests from Bolivia's export
chamber (Camara de Exportadores, CAMEX), which charged that the new fee, which is equivalent to
US$54 per metric ton, is one of the highest rates in South America.
CAMEX president Oswaldo Barriga told reporters that the high shipping cost was jeopardizing
the shipment of 250,000 MT of soybeans and 800,000 MT of soy products from agricultural areas
in western Bolivia to Pacific seaports. With the successful privatization of LAB and ENFE, the
Bolivian government has now turned its attention to the sale of the oil company YPFB and the
smelting firm ENEF, which includes the subsidiary EMV. While the privatization of YPFB has
met with strong opposition around the country, the sell- off of ENEF and EMV is proceeding in a
relatively quiet fashion. According to the Bolivian government, a total of five foreign companies had
submitted prequalifying bids for the tin and antimony smelter EMV as of early 1996. The companies
include Glencore International of Switzerland, Renison Goldfields of Australia, Malaysia Smelting
Corporation, Inmet Mining Corporation of Canada, and Paranapanema of Brazil. The winning
bidder would receive a joint venture contract for use of state-owned mines.
Meanwhile, the proposed privatization of YPFB has triggered strikes and protests around Bolivia,
raising questions about whether the Sanchez de Lozada administration will succeed in selling off
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the oil company to private investors (see NotiSur - Latin American Political Affairs, 03/29/96). The
opposition to the sale of YPFB has been led by Bolivia's powerful labor organization Central Obrera
Boliviana (COB), but the privatization is also opposed by a wide cross section of Bolivian society. A
number of these groups, composed of professionals and blue-collar workers, have formed a special
group dubbed the committee to defend Bolivia's natural resources (Comite de Defensa de Recursos
Naturales) to protest the proposed privatization of YPFB. The group's main concern is that Bolivia's
natural resources would fall under the control of the large multinational oil companies, which
appear to be in the best financial condition to win any bids for the firm (see NotiSur, 10/05/95).
The broad opposition to the sale has been reflected in some public opinion polls. According to one
poll, conducted by a local university and cited by the US Embassy's International Market Insights,
78% of respondents openly oppose the privatization of YPFB. The COB has led a series of strikes,
as well as a massive protest at a meeting of European and Latin American foreign ministers in
Cochabamba, Bolivia, in mid-April. The COB has vowed to reject any government attempt to turn
over the YPFB to the private sector in any form, creating the potential for an extended standstill with
the government. Indeed, in a speech in late March, a defiant Sanchez de Lozada promised that the
government would proceed with the privatization of YPFB despite the widespread strikes.
Before the privatization of YPFB can proceed, however, the Sanchez de Lozada administration
must convince enough members of Congress to support the proposed new hydrocarbons law.
The bill reached the legislature in January, but it is still under debate. The legislation allows for
full participation of foreign companies in exploration, production, transportation, and sale of
hydrocarbons. The measure also creates a clear tax and royalties scheme, creates a mechanism
for arbitration of disputes, and grants producers 40-year terms for exploration, production, and
sales under joint- venture contracts. The privatization of YPFB has also encountered other delays.
For example, the government in January offered a plan to privatize the YPFB as eight separate
subcompanies, replacing a previous plan to divide the company into five small firms. The new plan
met significant opposition from interested parties, forcing the government to draft another proposal.
Sanchez de Lozada's privatization program, meantime, continues to receive strong support overseas,
despite the opposition at home.
The privatization scheme, which has received some financial support from the Inter-American
Development Bank (IDB) and the World Bank, was considered so innovative that the US magazine
Latin Trade presented a special award to President Sanchez de Lozada. At the same time, protests
continue around the country, not only in opposition to the proposed sale of YPFB, but to Sanchez
de Lozada's privatization program in general. Some protests are focusing on concerns that the
privatizations will eliminate rather than create jobs.
A number of protests around Bolivia have also been directed at Chilean companies, which
have been among the most active bidders in the privatization. Among other things, protestors
burned a Chilean flag outside the gathering of European and Latin American foreign ministers
in Cochabamba and have demonstrated repeatedly in front of the Chilean airline LAN-Landeco,
even though the company did not submit a bid in the privatization of the Bolivian airline LAB.
(Sources: United Press International, 10/20/95; Notimex, 10/21/95, 10/22/95; Financial Times,
11/15/95; Estrategia (Chile), 01/04/96; Inter Press Service, 04/09/96; International Market Insights,
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US- Embassy (Bolivia), 11/22/95, 01/12/96; 03/11/96; Agence France-Presse, 10/20/95, 10/21/95,
10/30/95, 11/28/95, 03/29/96, 04/09/96, 04/10/96, 04/15/96)
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